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Washington, DC 20549

Re:  Templeton Funds, Inc. (1940 Act No. 811-2781) and \
Templeton Global Advisors Limited AN

Filing Pursuant to Section 33(A) of the Investment Company Act of 1940, as amended
(the 1940 Act™).

Ladies and Gentlemen:

Enclosed for filing pursuant to Section 33(A) of the 1940 Act, on behalf of Templeton Funds,
Inc. (the “Fund”) and Templeton Global Advisors Limited, is a copy of a Complaint filed by a
shareholder of the Fund in the United States District Court for the Southern District of Illinois, in
the matter of David Kenerley, individually and on behalf of all others similarly situated v.
Templeton Funds. Inc. and Templeton Global Advisors Limited (Case No. 03-770 GPM). The
Complaint was received on November 25, 2003.

Please acknowledge receipt of this filing by date-stamping the enclosed copy of this letter and
returning it in the envelope provided.

If you have any questions, please contact the undersigned at (954) 847-2285 or Lori A. Weber at

(954) 847-2283.
/ PROCESSED
/ DEC 08 2003

Robert C. Rosselot
Senior Corporate Counsel Fmﬁcg’i

Sincerely,

Enclosure
cc: Mary Cole, Division of Investment Management

Barbara J. Green, Esq. (w/o enclosure)
Murray L. Simpson, Esq. (w/o enclosure)
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AQ 440 {Rev, 10/93) Summons in a Civil Action

——— e

Bnited States Bistrict Court

" Southern

David Kenerley

V.

Templeton Funds, Inc. and
Templeton Glopal Advisors Limited

TO: (Name and address of defendant)

¢/oMurray L. Simpson
Templeton Funds, Inc.
One Franklin Parkway
San Mated, California

YOU ARE HEREBY SUMMONED and required to serve upon PLAINTIFF'S ATTORNEY {name and address)

Stephen M. Tillery

" Rarein Tiltery
10 Executive Wouds Court -
Belleville, IL 62226

an aﬁswer to the complaint which is herewith served upon you, within
service of this summons upon you, exclusive of the day of service. if you fail to do so, judgment by default will be taken
against you for the relief demanded in the complaint. You must also file your answer with the Clerk of this Court within a

reasonable period of time after service.

NORBERT G. JAWORSKi

DISTRICT OF 11linois

SUMMUONS IN A CIVIL CASE

CASE NUMBER: 5,7 70 /@/IO/L{/

94403-1906

L

M \erimdel 19, 403

CLERK

tkuv Hw(@‘l /

DATE

) DEPUTY CLERK (



AQ 440 (Rev. 10/93) Summons in a Civil Action

1

RETURN OF SERVICE

. DATE
Service of the Summons and Complaint was made by me'

NAME OF SERVER (PRINT) TITLE

Check one box below to indicate appropriate method of service

D Served personally upon the defendant. Place where served:

0 Left copies thereof at the defendant’s dwelling house or usual place of abode with a person of suutable age and
discretion then rasiding therein. W
Name of person with whom the summons and complaint were left:

D Returned unexecuted: -

[ other (specity):

STATEMENT OF SERVICE FEES

TRAVEL i SERVICES TOTAL

»g

$ DECLARATION OF SERVER

I declare under penalty of perjury under the laws of the United States of America that the foregoing
information contained in the Return of Service and Statement of Service Fees is true and correct.

Executed on

Date Signature of Server

Address of Server

(1) As to who may serve a summeons see Rule 4 of the Federal Rules of Civil Procedure.
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UNITED STATES DISTRICT COURT Co
FOR THE SOUTHERN DISTRICT OF ILLINOIS T
(EAST ST. Louis) : A Y

[y
o

DaviD KENERLEY, individually and on behalf of
all others similarly situated,

S I T L O
Eavo MY L
LN P M N R

Plaintiff,

)
)
Vvs. ; Cause No: 03 // 70 )Qr)/{(/
) .
)
)
)
)

TEMPLETON FUNDS, INC. and
TEMPLETON GLOBAL ADVISORS LIMITED,

Defendants.

COMPLAINT
Plaintiff, David Kenerley, individually and on behalf of all others similarly situated, by

and through his undersigned counsel, and-for his complaint against Defendants, Templeton

- Funds, Inc. and Templeton Global Advisors Limited, states as follows:

NATURE OF THE ACTION
1. This is aciass actioﬁ against Templeton Funds, Inc. and Tembleton Global
Advisors Limited for breaches of fiduciary duties imposed by Section 36(a) of the Investment
Company Act of 1940 (the “Investment Company Act”), as émended, 15 U.S.C. 80a-35(a) a‘nd
péndant s‘tétellaw\claims. -
2. This action charges Defendants with failing to properly evaluate on a daily basis
the value of the securities held by the Templeton World Fund when computing the daily net asset

value, thereby allowing market timing traders to profit at the expense of long term shareholders,

n ¢lear contravention of their fiduciary responsibilities.
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JURISDICTION AND VENUE

3. ‘Subject matter jurisdiction is conferred on this Court by Section 36(a) of the
Investment Company Act of 1940, as amended, 15 U.S.C. § 80a-35(a). This Court has pendant
and supplemental jurisdictiop over the state law claims alleged in this complaint pursuant to 28
U.S.C..§. 1367.

4. Many of the acts charged herein occurred in sﬁbstantial part in this District.
Defendants conducted other substantial business within this District and many Class members
reside-within this Distﬁct; th'ereforé, vehue'is proper in this bistrict pursuant to the Investment
Company Act of 1940, as amended, 15 U.S.C. § 80a-43.

PARTIES

5. B Plaintiff, David Kenerley, is a resident of O’Fallon, Illinois, located in the
Southern District of Illinois.

6. Defendant, Templeton F unds, Inc. (“Templeton Fimds”), is a Maryland ‘
corporation with its principal plaqe of business in Fort Lauderdale, Florida. Templeton Fundsis - -
the registrant of the Templeton World Fund (“Templeton World”). Defendant, Templeton
Funds, does business in the State of Tllinois. Defendant, Témpléton Funds, at all times relevant
herein has promoted, mark_;fed, and sold shares to the investing public nationwide including the B
State of Illinofs. Defendant, Templeton Funds, maintains investor relationships natioﬁwide
including with shareholders in the State of llinois. Defendant, Templeton Funds, has signiﬁcant
contacts with shareholders in the Southern District of Illinois and the activities complained of

herein occurred, in whole or part, in the Southern District of Illinois.




7. Defendant, Templeton Global Advisors Limitéd (“Templeton Fund Manager”), is
a Bahamas corporation with its principal place of business in Lyford Cay, Nassau, Bahamas. The
day-to-day tasks associated with running the business of Templeton World, such as investment
management, share marketing, distribution, redemption, financial and regulatory reporting, and
custodianship of funds are contfacted out since it has no significant number of internal
empléyees. Defendant Templeton Fund Manager has been contracted to.serve as the investment
manager for the Templeton World Fund. As the investment manager for Templeton World,
Defendant Templeton Fund Manager selects the fund’s investments and operates or suﬁervises
most phases of the fund’s business including the {faluing of the fund’s portfolio securities and the
fund net asset value. Defendant Templeton Fund Manager has significant contacts with fund
‘shareholders in the Southern District of linois as a result of its operation and supervision of
Téﬁfp)eton World’s i)ﬁsiness and the aciivities compiained of herein occurfed, in whoi;;r‘ in
part, in the Southern District of [llinois. Defendant Tempietén Fund Manager utilizes an
_ interactive website to communicate with fund shareholdgrs, including those in the Southem
District of Illinois regarding performance of the fund and the investments it manages.

8. At all times rel¢vant herein, P‘laintiff' David Kenerley has owned and held shares
in the Temp]eton'World for tﬂe purpose of long term invésting n intémational securities.

PLAINTIFF’S CLASS AC’fION ALLEGATIONS

9. "The foreign securities purchased by Defendants’ fund for its portfolio are
principally traded in securities markets outside of the United States.

10. Open end mutual funds such as Defendants’ fund have been tremendously

~successful in convincing investors such as Plaintiff to hold their fund shares by urging investors




to invest for the long term and by effectively marketing the various advantages of long term
ownership of funds over direct investment including professional management, diversification,.
and liquidity.

11. .Shares of open end mutual funds are sold to investors such as Plaintiff at a price
based upfin the net asset value (“NAV”) per share plus abplicable sales charges. Investors in
shares may redeem their shares at the NAV of the shares less any redemption chargés.

12.  The share prices (NAV) of Defendants” mutual funds are set by deducting the
* fund liabilities from the total assets of the portfolio and then dividing by the number of
outstanding shares.

13.  Because the sales and redemption prices are based upon NAV, which in turn
depends upon the fluctuating value of fhe fund’s underlying portfolio of securities, Defendaﬁ.ts
Mr:e‘ca]culate the fund net asse't”value every business day. Defendants set the fund share pﬁcé |
- (NAV) once e.very'b'usiness day at the close of tradiné on the New York Stock Exchangé at 4:00
p.m. Eastern Time. The NAV of the shares is reported by Defendants to the Natiohal
‘Association;;éécuﬁ.ties Dealers (NASD) for public distribution.

14. In valuing their fund’s underlying assets for purposes of‘sétting the NAV,
Defendants use the last trade price in the home market of each of the securities _in its portfolio. A
significant portion of the securities in the Defendants’ fund portfolio are foreign secﬁrities. The
home markets for such foreign securities include London, Paris, Frankfﬁrt, Mos-cow, Singapore,
Kuala Lumpur, Hong Kong, Taipei, Tokyo and Sydney. These markets are located in time zones
that are 5 hours to 15 hours ahead of Eastern Standard Time.

15. Studies of world ﬁﬁancial markets have established associations between the




value changes among various markets. There is a positive correlation between value movements
in the United States market and value movements in foreign markets. If the United Staies market
experiences an upward movement in values, it can be predicted that Asian markets will move
upward once frading beg;’ns their next day. The same upward movement can be predicted for
European markets once trading begins their next day. Similarly, if the United States market
experiences a downward movement in values, it can be predicted that Asian and European
markets will move downward once trading begins their next days. Because of these poéitive

" correlations, the closing prices of the foreign securities in the underlying portfolio may not reflect
cﬁrrent market values at the time Defendants set their fund NAV. Appropriate adjustments need
to be made to the closing prices of the foreign securities in‘order to reflect current market values.
Despite knowledge of fhe United States market result, continuéus tradiné of tﬁe world equity |
indexes, MADRS, foreign currency fu;rﬁres markets, and the cbrrelations between the value of the
fund’s securities gnd these benchmax‘fks,‘Defendants dd not make any value adjﬁstment to the
portfolio’s foreign securities prior to calculating fund NAV and setting share price every business
day.

16 The p_(_)siti_ve correlation between the upward or downward movement of value in
the Uni#ed ‘States market and subsequent movements in foreign markets around the world is
bétw;en 0.7 and 0.8. A value of 0.0 equates to absolutely no c;arrelation between value
movements in United S;ates markets and subsequent movements in foreign markets. A value of
1.0 equates to an absolute correlatjon between value movements in United States markets and
subsequent value movements in foreign markets.

17. Studies of world financial markets demonstrate that the greater the percentage




increase or decrease in the value of United States markets, the more likely foreign markets will
- post corresponding value movements on subsequent days. The probability that the value
movements of foreign markets will follow the previous day’s value mévements in United States
markets is directly correlated with the degre¢ or extent of the value movement of United States
markets. |
18.  Because many of the home markets for the foreign securities in the Defendants’
asset portfolio last traded hours before the setting of the fund NAV at 4:00 p.m. Eastern, the
closing prices used to calculate the NAV ‘of Defendants’ fund are stale and do it reflect price
relevant information available subsequent to the foreign securities’ last trades that will affect the
value of such security.
| 19. During the interval that elapsés between the.ﬁme that befendanfs set the fund |
- share \IAV (and release it to the NASD for coﬁlmunication to the public) on cor;secutive d'ays,
t};e sécurities markets in Australia, Japan, Taiwan, Hong Kong, Malaysia, Siﬁgaporé, Rus—sia,“ e
‘Germany, France and the United Kingdom have traded for an entire session from open to close.
20. The exchange located in Sydney, Australia observes normal market trading hours
of 10:00 am. 1o 4:00 p.m. local time. Active trading of securities traded on this-exchange ends,
and closing prices for those securities are posted, at 4:00 p.m. local time (2:00 a.m. Eas;em time).
When D;:fendants calculate their fund NAV using closi.ﬁg pric;as from this exchange, Defendants
relv upon C]OSil;g prices for securities tradéd on this exchange that have been static for 14 hours.
21. The exchange located in Tokyo, Japan observes normal trading hours of 9:00 a.m.
to 3:00 p.m. local time. Active trading of seﬁurities traded on this exchange ends, and closing

prices for those securities are posted, at 3:00 p.m. local time (2:00 a.m. Eastern time). When




* hours. -

Defendants calculate their fuﬂd NAV using closing prices from this exchange, Defendants rely
upon closing prices for securities traded on this exchange that have been static for 14 hours.

22. The exchange located in Taipei, Taiwan observes normal trading hours of 9:00
a.m. to 1:30 p.m. local time. Activ¢ trading of securities traded on this. exchange ends, and
closir;g prices for those securities are posted, at 1:30 p.m. Iocai time (1:30 a.m. Eastern time).
When Defendants calculate their fund NAV using closi;:lg prices from this exchange, Defendants

rely upon closing prices for securities traded on this exchange that have been static for 14.5

23. The exchange located in Hong Kong observes normal trading hburs 0f 10:00 a.m.
to 4:00.p.rﬁ. local time. Active trading of securities tradgd on this exchange ends, and closing
prices for those securities are posted, at 4:00 pm local time (4:00 a.m. Eastern tlme) When
Defen_dants éalculate thé fund NAYV using closing prices frorr.x.this exchangé, Defendants rely
upon closing prices for securities traded on this exchange that have been stati¢ for 12 hours.

24, The exchange located in Kuala Lumpur, Malaysia observes normal trading hours
0f 9:30 a.m. to 5:00 p.m. local time. Active trading of securities traded on this exchange ends,
and closing prices for those securities are posted, at 5:00 p.m. local time (5:00 a.m. Eastern time).
" When Defendants calcu]até their fund NAV using closing prices from this exchange, Defendants
rely upon closing pll'icesAfor securities traded on this exchange that have been static for ‘1 1 hours.

25. The exchange located in Singapore observes normal trading hours of 9:00 a.m. to
| 5:00 p.m. local time. Active trading of securities traded on this exchange ends, and closing
prices for those securities are posted, at 5:00 p.m. loéal time (5:00 a.m. Eastern time). When

Defendants calculate their fund NAV using closing prices from this exchange, Defendants rely



upon closing prices for securities traded on this exchange that have been static for 11 hours.

26. The exchange located in Moscow, Russia observes normal trading hours of 12:00
p.m. to 7:00 p.m. local time. Active trading of securities traded on this exchange ends, and
closing prices for those securities are posted, at »7:00vp.m. local time»(l 1:00 a.m. Eastern time).
When Defendants calculate their fund NAV using closing prices from this exchange, Defendants |
rely upon closing prices for securities traded on this exchange that' have been static for S hours.

27. The exchange locbated in Frankfurt, Germany observes normal trading hours of
9:00 am. to 8:00 p.m. local time. Active.trading of securities traded on this eéxchange ends, and
closing priges for those seéun’ties are posted, at 8:00 p.m. local time (2:00 p.m. Eastern time).
When Defendants calculate their fund NAV using closing prices from this exchange, Defendants
rely upon él;)sing prices for seéuﬁ'ties .traded on thié exchange that };a\;é Béen static for 2 ho_ur;.

| 28_' The bexchange loéaied in P:z;ri.s, Frar‘me‘ obs.erves nofmal trading hoﬁrs; 0f9:00 a.m.
to 5:30 p.fn. local time. Active trading 6f securities traded on this exchange ends, and éiosing
--prices for those securities are posted at; 5:30 p.m. local time-(11:30 a.m. Eastern time). When
Defendants calculate their fund NAVusing closing prices from this exchange, Defendants rely
upon closing prices for secgn’ties traded on this exchange that have been static for 4.5 hours.
29 The exchange locatgd in London, England observ’gs nofmal market hours of 8:00

a.m. to 4:30 p.m.ulocal time. vActive trading of securities traded on this exchange endé, and
closing prices for those securities are posted at 4:30 p.m. local time (11:30 a.m. Eastern time).
When Defendants calculate their fund NAV using closing prices from this exchange, Defendants'
rely upon closing prices for securities traded on this exchange that have been static for 4.5 hours.

30. A significant portion of the underlying foreign securities in the Defendants’ fund




portfolio are listed on foreign exchanges and trade during each market’s respective ses>si0n. The
NAVs set by Defendants do not on a daily basis take into account any price relevant information
th.at has become available in this.2 to 147 hour interval, after the final prices for the underlying

foreign securities have been pos‘ted_ but, prior to the setting of the NAVs. Pn’ge relevant
information, such as the continuous trading of world equity market indexes, ADRs and foféign
currenc:}'l futures markets impact the valuation of these underlying foreign securities, and is
significant for valuation because the final market prices have become stale and do not reflect the
“current market vatue of the securities.

31 By failing to make daily adjustments to the fund NAV based upon positive

correlations between upward or downward movements in United States and foreign markets and
| by choosing to use stale pricéé n va]u'i.ng their fund shares and setting their daily NAVs,

' Defeﬁdants héve .e‘xposed long terrﬁ ..shareholders to market timing traders who regularly
purchase anv‘d redéem Defendants’ shares as part of a profitable tradirfg strategy. The market
timing trading strategy stems. from the ability of market timing traders to predict changes in the
NAV. Market timing traders are able to predict changes in the NAV because of the positive
correlations betx‘veuen value movements in United States markets and foreign markets. The stale
price strategy of market Fimers who trade Defend;elnts’ fund shares is to buy shares on days when
the United Statheﬂs market moves up and to sell (redeem) shares when the United States market
moves down. In order to derive ma?cimum benefit from price relevant information developed
subsequent to the now stale closing prices of the portfolio securities, market tim_érs wait until the
fund deadline for buying or selling (redeeming) shares in Defendants” fund on any particular

business day. Because Defendants cannot buy or sell the foreign securities in the funds’




underlying portfolio (due to the time difference between New York and the home markets of the
foreign securities) at the time it sets the daily NAV that values the shares it issues and redeems,
the shares that Defendants issue to and redeem from market timers do not reflect current market
prices of the foreign securities held by the fund.

32. “ Due to the usé of stale prices by Defendants in valuing the fund shares, market
timers who buy Defendants’ fund shares on days when the United States market moves up are
buy_ing discounted shares at the expense of other fund shareholders because the fund’s underlying
foreign securities assets are undervalued as df the time of the share purchase. -

33.  Due to the use of stale prices by Defendants in valuing their fund shares, market
timers who sell (redeém) Deéfendants” fund shares on days when the United States market moves
dom? are selling (redeeming) shar-es at a ﬁfemiﬁm ét the expeﬁse of other fuﬁd shgrehéldérs

“because.. the underlying foreign secuﬁties ass‘ets are overvalued as of the time of the share sale
(redefhption). o

34.  Shares-in Defendants’ fundsvcaﬁ be traded, either by purchase or redem-ption, only
once a day at 4:00 p.m. Eastern Time.

35. The excess profits that are obtained by market timing traders’ Ataking advantége 6f |
the sta1¢ pricing of Defendants’ furjd shares come at the expense qf fe]}ow shareholders who are
non-trading long term buy and hold investors. The transfer of wealth from the non-trading long
term buy and hold shareholdérs to the market timers trading Defendants’ fund shares occurs
through dilution.

36. Market timing ﬁaders pay cash to Defendants’ fund when they purchase.

discounted shares. Market timing traders receive cash from Defendants’ fund when they sell

10




(redeem) their shares at a premium. Defendants’ fund NAYV is diluted in both instances. When
markgt timing traders are able to buy shares at a discount, Defendants’ fund assets suffer dilution
because the cash réceived by the fund for each of the shares purchased is less than the per share |
value of the underlying foreign securities due to the stale pricing method utilized by Defendants.
Likewise, when market timing traders are able to sell (redeem) shares at a premium, Defendants’
fund assets suffer dilution bec.ause the cash paid out by the fund for each of the shares redeemed
’is greater than the per share value of the underlying securities, again due to the stale pricing
method utilized by Defendants. In both instances, when Defendants receive less cash When
issuing and pay out fnore cash when redeeming market timing trader shares than supported by the
value of their underlying foreign securities, the result is a dilution of the Defendants fund’s cash.
Becau.se the cash held by tﬁé f;ind is one of the assets that are valued in setting the déily fund
NAYV, it follows that‘ the dilutéd fund césh position causéé the fund NAV to be (.ililuted as w.ell.
Dué to thé stale pricing utilized by Devfendér‘xts, lohg term buy and hold shareholders have
incurred a dilution in the NAV of their shares and the wealth represented by that diluted amount
has been transferred to market timing traders.

37. By failing to make daily adjustments based upon the correlations bétween upward
and downward movements in United State; and foreign markets, world equity index trading;

ADRs, foreign currency futures and by choosing to use stale prices in valuing the underlying

foreign securities that are used in setting their fund’s daily NAV, Defendants give market timing

traders the opportunity to earn vastly higher returns at no additional risk. Unlike other market
timing based trading, market timers who trade Defendants’ fund shares do not have to ook into

the future to time their purchases and redemptions of shares. Rather, they have the luxury of

11




being able to look backwards because Defendants’ share pricing fails to édjust for recognized
positive correlations and uses stale prices in valuing its underlying portfolio securities.

38.  Because it is such an attractive low risk trading vehicle to market timers,
Defendants’ fund experiences increased trading and transaction costs, disruption of 'planned
investment strategies, forced and unplanned portfolio turnover (including the liquidation of
investrents to meet market timer redem;-)tion reqilests), lost opportunity costs and asset swings
that negatively impact fund operations, performance and the ability of the fund to provide a
maximized returﬁ to long term shareholders. '

39.  Plaintiff brings this complaint as a class action against Defendants Temp]etoﬁ
Funds and Templeton Fund Manager and pursuant to Rule 23 of the Federal Rules of Civil
Procedure individually and oﬁ behalf of a class of‘all persons in thé United Stateg who have held
sha.res‘ of Tempieton World for more than ]4‘days from the date of purchase to the dat.e of sale
(redemption) or exchange' (“long term shareholders”). Excluded from the C lasé are Deféndants, o
any parent, subsidiary, affiliate, or controlled person of Defendants, as well as the officers, -
directors, agents, servants or employees of Defendants, and the immediate family members of
any such person. Also excluded is any judge who may preside over this case.

40. Plaintiff is a member of the Class and wi‘ll fairly and adeqqately assert and protect
the interests of t.he Class. The interest of the Plainuff -is coincident witﬁ, and not antagonistic to,
those of other members of the Class. Plaintiff has retained attorneys who are experienced in

_class action hitigation.
41. Members of the Class are so numerous that joinder of all members is

impracticable.




42, Common questions of law or fact predominate over any questions affecting only
individual members of the Class. Common questions include, but are not limited to, the

following:

a. whether Defendants failed to properly evaluate on a daily basis whether a
significant event affecting the value of Templeton World’s portfolio of
securities had occurred after the foreign home markets for such securities
had closed but before the fund’s NAV calculation and share price setting;

b. whether Defendants failed to properly implement Templeton World’s
portfolio valuation and share pricing policies and procedures making daily
adjustments based upon United States market results and recognized
positive correlations between upward movements in United States and
foreign markets in the valuation of the fund’s portfolio securities prior to
the calculation of the fund NAV and setting of the share price;

c. whether Defendams failed to properly implement Templeton World's
portfolio valuation and share pricing policies and procedures making daily
adjustments to stale closing prices of the underlying portfolio securities

"~ -before the fund’s NAV calculation and share price setting; -

d. whether Defendants failed to properly implement Templeton World’s
portfolio valuation and share pricing policies so as to require the use of
fair value pricing to value portfolio securities and fund NAV and share

- . pricés when closing prices of portfolio-securities did not reflect their
market values;

e. whether Defendants failed to protect. Templeton World’s long term
shareholders from market timing traders who use fund shares as a trading
vehicle to eamn profits at the expense of long term shareholders because of
defendants’ failure to make daily adjustments, based upon known United
States market results and recognized positive correlations between upward
movements in United States and foreign markets, prior to the daily
calculation of the fund NAYV and the setting of share prices as well as their
use of stale prices in the vatuation of the fund’s portfolio securities prior to
the daily calculation of the fund NAV and the setting of share prices;

f. whether Defendants breached the duties they owed to Plaintiff and the
Class;

whether Plaintiff and the Class have been damaged and, if so,

e




h. the extent of such damages.
43. The prosecution of separate actions by individual members of the Class would
create a risk of:

a. inconsistent or varying adjudications with respect to individual members -
of the Class; and

b. adjudication with respect to individual 1-'nembers. of the Class, which
would, as a practical matter, be dispositive of the interests of other
members not parties to the adjudication or substantlally impair or impede
their ability to protect their interest.

44.  The class action method is appropriate for the fair and efficient prosecution of this
action.

45.' Individual litigation of all claims, which might be brought by all. Class members.
would produce a multiplicity of cases so that the judicial system would be congested for years. -
Class tfeatment, by contrast, provides manageable judicial treatment calculéted to bri-ng‘ arapid
conclusion to all litigation of all claims arising from the conduct of the Defendants.

- count1

Plaintiff David Kenerley individually and on behalf of all others similarly situated, by and
through his undersigned counsel, and for Count I of his Complaint for .violati'on of Section 36(a)
" of the Investrment Company Act, 15 U.S.C. 80a-35(a) against Defendants Templeton Funds and
Templeton Fund Manager for violation of Section 36(a) of the Investment Company Act of 1940,
as amended, 15 U.S.C. 80a-35(a), states as follows:

46.  Plaintiff repeats and incorporates by reference paragraphs 1 through 45 as if fully

set forth herein.
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47.  Defendant Templeton Funds operates Templeton World as an open end mutual
fund with the stated goal of providing long term capital growth to investors who hold shares of
the fund. The fund expressly states in its prospectus that it seeks to _ag:__hieve its inve;_tment goal
through a pﬁlicy of investing in stocks and debt obligatiohs of companies outside of the United
.States. |

48. Defendant Templeton Fund Manager serves as the investment manager for
Templéton World. Defendant Templeton Fund Manager provides, among other ihings, portfolio
management services and selects the securities for Templeton World to buy, hold or sell.
Templeton World pays Defendant Templeton Fund Manager set fees based on the percentage of
assets under management for managing Templeton Wor]&’s assets. Defendant Tenﬂpleton Fund. -
‘Manager’s compensation and management of the Terﬁpleton ‘World are required to be reviewed
and approved by'D'ef'endant Liberty Fund’s board of trustees.

49. At all times relevant hereto, Plaintiff David Kenerley has held shares in -
Templeton World.

50.  In undertaking their role as investment managers for the fund and. in return for a
fee paid by investors, Defendants directly or impliedly hel§ themselves out as skilled épecialists
in the field of investment management, possessing the knowledge, skill and care ordinarily used
by reasonably well-qualified members of their profession. |

51. At all times relevaﬁt hereto, Defendants had a fiduciary duty to exercise the
degree of knowledge, skill and care ordinarily used by reasonably well-qualified members of

their profession.




52. At all times relevant herein, Defendants had a duty when valuing the fund’s
securities and determining daily NAV to utilize accurate current market values for such securities
in order to avoid dilution in the value of long term shareholders’ holdings.

53.  Defendants breached their duties of due care owed to Plaintiff David Kenerley and
similarly situated shareholders of the Templeton World by, inter alia:

a. failing to properly evaluate on a daily basis whether a significant event
affecting the value of Templeton World’s portfolio of securities had
occurred after the foreign trading markets for such securities had closed

but before Defendants calculated NAV and share prices;

b. failing to implement Templeton World’s portfolio valuation and share
pricing policies and procedures; and

c. allowing portfolio valuation.and share pricing policies and procedures
which benefited market timing traders of Templeton World’s shares at the
expense of long term shareholders.

54. As é-direct and proximate résult of t‘he Defendants’ breach of their .du_ties; Plaiﬁti ff
and the Class have suffered damages in the amount to bev proven at trial, including all
compensatory darﬁages, punitive damages, attorneys’ fees and costs.

WHEREFORE, Plaintiff and the Class pray that the Court enter judgment in their favor
and against Templeton Funds and Templetbn Fund _Manager, as follows:‘.“

| A. Ordering that this action be maintained asa class action purs’uan; to Rule
23 of the Federél Rules of Civil Procedure and th;: following Cléss be certified:
All persons in the United States who held shares in the Templeton

World for a period of more than 14 days before redeeming or
exchanging them; -
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B. Awarding Plaintiff and the Class compensatory damages, prejudgment
interest, costs of suits, punitive damages and attorneys’ fees for an amount representing the
damages caused by Defendants’ breach of their duties.

PLAINTIFF DEMANDS TRIAL BY JURY
COUNT II

Plaintiff Davi.d Kénerley in'divid‘uall'y and on behalf of all others similarly situated, by a.mdb

through his undersigned counsel, and for Count II of his Complaint for common law negligence
| against Defendants Temp’letén Funds and Templeton Fund Manager, states as follows:

55.  Plaintiff repeats and incorporates by reference paragraphs 1 thfough 54 as if fully
set forth herein. |

56. At all times relevant herein, befendants had a duty wheﬁ vaiuiﬁé,the fu_rjds’
securities and determining daily NAV to utilize accurafe cdrrem market values for such gécurities
i»n‘ofder to avoid dﬁﬁﬁon ‘in the value of long term shareholders’ holdiﬁgs. |

57.  Defendants breached their duties to Plaintiff David Kenerley and similarly
situated shareholders by, inter alia:

a. failing to properly evaluate on a daily basis whether a significant event

affecting the value of Templeton World’s portfolio of securities had
occurred after the foreign trading markets for such securities had closed

but before Defendants calculated NAV and share prices;

b.  failing to implement Templeton World’s portfolio valuation and share
pricing policies and procedures; and

c. allowing portfolio valuation and share pricing policies and procedures

which benefited market timing traders of Templeton World’s shares at the
expense of long term shareholders.
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58.  Asadirect and proximate result of the Defendants’ breach of their duties, Plaintiff
and the Class have suffered damages in the amount to be provén at trial, including all
compensatory damages and attorneys’ fees and costs.

WHEREFORE, Plaintiff and the Class pray that the Court enter judgment in their favor
and against Templeton Funds and Templeton Fund Manager as follows:

A. Ordering ‘that this gétiqn be maintained as a class action pursuant to Rule
23 of the Federal Rules of Civil Procedure and the following Class be certified:

All persoﬂs in the United States who held shares in the Templetdn

World for a period of more than 14 days before redeeming or

exchanging them;

B. Awarding Plaintiff and the Class compensatory damages, prejudgment
inferesf, costs of suits and attorneys’ fees for an amount repre.senting the damage§ caused by
'Defendan't‘s". Sreach of their duties. | |
PLAINTIFF DEMANDS TRIAL BY JURY

| COUNT III

Plaintiff David Kenerley iﬁdividually and 6n behalf of all others simi]ariy situated, by and
through his undersigned counsel, and for Count IIIf of his Complaint for com;non law gross
negligenée against Defendants Templeton Funds and Templeton Fund Manager states as follows:

59. Plaintiff repeats .and incorporates by reference paragraphs 1 through 38 as if fully
set forth herein.

60. Ai all times relevant herein, Defendants had a duty when valuing the fund’s

securities and determining daily NAV to utilize accurate current market values for such securities

in order to avoid dilution in the value of long term shareholders’ holdings.
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61.  Defendants knew, or were negligent in not knowing, that the closing prices for the
foreign securities held by the Templeton World Fund and used by Defendants to calculate NAV
for said funds did not represent current market value because, inter alia, those prices did not

reflect changes in the fund’s securities which occurred after the exchanges on which those
foreign securities trade closed and before Defendants calculated NAV and share prices.

62. With conscious disregard ar.ld utter indifference for Plaintiff’s investment,
Defendants willfully and wantonly breached their duties to Plaintiff and similarly situated

shareholders by, inter alia:

a. failing to know and implement applicable rules and regulations concerning
the calculation of NAV;
b. failing to properly evaluate on a daily basis whether a significant event

affecting the value of Templeton World’s portfolio of securities had
- occurred after the foreign trading markets for such securities had closed
but before Defendants calculated NAV and share prices;

c. failing to implement Templeton World’s portfoiio valuation and share
pricing policies and procedures; and

d. allowing portfolio valuation and share pricing policies and procedures
which benefited market timing traders of Templeton World’s shares at the
expense of long term shareholders.

63. As a direct and proximate result of the Defendants’ Breaéh of their d\ities, Plaintiff
and the Class have suffered damages in the amount to be proven at trial, including all -
compensatory damages, punitive damages, attorneys’ fees and costs.

WHEREFORE, Plaintiff and the Class pray that the Court enter judgment in their favor

and against Templeton Funds and Templeton Fund Manager as follows:

A. Ordering that this action be maintained as a class action pursuant to Rule
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23 of the Federal Rules of Civil Procedure and the following Class be certified:

All persons in the United States who held shares in the Templeton
World for a period of more than 14 days before redeeming or

exchanging them;

B.  Awarding Plaintiff and the Class compensatory damages, prejudgment

interest, costs of suits, punitive damages and attorneys’ fees for an amount representing the

damages caused by Defendants’ breach of their duties.

PLAINTIFF DEMANDS TRIAL BY JURY

Respecffully submitted,

KOREIN TILLERY

10 Executive Woods Court
Swansea, Illinois 62226
Telephone: 618/277-1180
Facsimile: 314/241-3525

George A. Zelcs #3123738

Three First National Plaza

70 West Madison, Suite 660
Chicago, Illinois 60602
Telephone: 312/641-9750
Facsimile: 312/641-9751

E-mail: gzeles@koreintillerv.com

Eugene Barash #6280933
701 Market Street, Suite 300
Saint Louis, Missouri 63101
Telephone: 314/241-4844
Facsimile: 314/241-3525




MILBERG WEISS BERSHAD HYNES &
LERACHLLP

John J. Stoia, Jr.

Timothy G. Blood

Susan Collyer

William J. Doyle It

401 B Street, 17th Floor .

San Diego, CA 92101
"Telephone: 619/231-1058

Facsimile: 619/231-7423

BONNETT, FAIRBOURN, FRIEDMAN &
BALINT, P.C.

Andrew S. Friedman

Francis J. Balint, Jr.

2901 N. Central Avenue, Suite 1000

Phoenix, AZ 85012

Telephone: 602/274-1100

Attorneys for Plaintiff and the Class
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INVESTMENTS A
‘f;\\//; //,, v,
November 26, 2003 /w
/\\\ l([ # . o iE

Filing Desk &\z
U.S. Securities and Exchange Commission ‘S”\; .
450 Fifth Street N.W. AN
Washington, DC 20549 RN

Re:  Templeton Funds, Inc. (1940 Act No. 811-2781) and
Templeton Global Advisors Limited

Filing Pursuant to Section 33(A) of the Investment Company Act of 1940, as amended
(the “1940 Act”™).

Ladies and Gentlemen:

Enclosed for filing pursuant to Section 33(A) of the 1940 Act, on behalf of Templeton Funds,
Inc. (the “Fund”) and Templeton Global Advisors Limited, is a copy of a Complaint filed by a
shareholder of the Fund in the United States District Court for the Southern District of Iilinois, in
the matter of David Kenerley, individually and on behalf of all others similarly situated v.
Templeton Funds, Inc. and Templeton Global Advisors Limited (Case No. 03-770 GPM). The
Complaint was received on November 25, 2003.

Please acknowledge receipt of this filing by date-stamping the enclosed copy of this letter and
returning it in the envelope provided.

If you have any questions, please contact the undersigned at (954) 847-2285 or Lori A. Weber at
(954) 847-2283.

Sincerely,
st

Robert C. Rosselot

Senior Corporate Counsel

Enclosure

cc: Mary Cole, Division of Investment Management

Barbara J. Green, Esq. (w/o enclosure)
Murray L. Simpson, Esq. (W/o enclosure)
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AQ 440 {Rev. 10/93) Summons in a Civil Action

:_——‘_w<__________~__'_____~

United Btates Bistrict Court

Southern

DISTRICT OF

David Kenerley

V.

Templeton Funds, Inc. and
Templeton Glopal Advisors Limited

TO: (Name and address of defendant)

c/éMurray L. Simpson
Templeton Funds, Inc.
One Franklin Parkway
San Mateo, California

Illinois

SUMMONS IN A CIVIL CASE

CASE NUMBER: ) 5/7 0 W/{{/

94403-1906

YOU ARE HEREBY SUMMONED and required to serve upon PLAINTIFF'S ATTORNEY (name and address)

Stephen M. Tillery

" Rérein Tillery
10 Executive Woods Court
Belleville, IL 62226

_ AN .
an answer to the complaint which is herewith served upon you, within 02/U days after
service of this summons upon you, exclusive of the day of service. If you fail to do so, judgment by default wili be taken
against you for the relief demanded in the complaint. You must also file your answer with the Clerk of this Court within a

reasonable period of time after service.

NORBERT G. JAWORSKIi

CLERK

CL (utkcuv Hmﬁ‘l /

@) DEPUTY CLERK [}

b}(\ evirdkel 19, 203

DATE




AO 440 {Rev, 10/93) Summons in a Civil Action

[}

RETURN OF SERVICE

. DATE
Service of the Summons and Complaint was made by me'

NAME OF SERVER (PRINT) TITLE

Check one box below to indicate appropriate method of service

D Served personally upon the defendant. Place where served:

D Left copies thereof at the defendant’s dwelling house or usual place of abode with a person of surtable age and
discretion then residing therein. %
Name of person with whom the summons and complaint were left:

D Returned unexecuted: ' .

D Other (specify):

STATEMENT OF SERVICE FEES

TRAVEL ) . SERVICES ’ TOTAL

g

¢ DECLARATION OF SERVER

| declare under penalty of perjury under the laws of the United States of America that the foregoing
information contained in the Return of Service and Statement of Service Fees is true and correct.

Executed on

Date Signature of Server

Address of Server

(1) As to who may serve a summons see Rule 4 of the Federal Bules of Civil Procedure.
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UNITED STATES DISTRICT COURT S
FOR THE SOUTHERN DISTRICT OF ILLINOIS S e e
(EAST ST. Louls) ’ I

DavID KENERLEY, individually and on behalf of
all others similarly situated,

Plaintiff,

)
)
| ) o |
Vs, ; Cause No: 03 //70 )gr)/(k’
% .
)
)
)

TEMPLETON FUNDS, INC. and
TEMPLETON GLOBAL ADVISORS LIMITED,

Defendants.

. COMPLAINT
Plaintiff, David Kenerley, individually and on behalf of all others similariy situated, by
and through his undersigned counsel, and-for his complaint against Defendants, Templeton -
-Funds, Inc. and Templeton Global Advisors Limited, states as follows:
NATURE OF THE ACTION
1. Thisis a ciass actioﬁ against Templeton Funds, Inc. and Templeton Globalv
Advisors Limited for breaches of fiduciary duties imposed by Section 36(a) of the Investment
Company Act of 1940 (the “Investment Company Act”), as émended, 15 U.S.C. 80a-35(a) and
pendant state law claims. \
2. This action charges Defendants with failing to properly evaluate on a daily basis
the value of the securities held by the Templeton World Fund when computing the daily net asset
value, fhereby allowing market timing traders to profit af the expense of long term shareholders,

-in clear contravention of their fiduciary responsibilities.




JURISDICTION AND VENUE

3. Subject matter jurisdiction is conferred on this Court by Section 36(a) of the
Investment Company Act 0f 1940, as amended, 15 U.S.C. § 80a-35(a). This Court has pendant
apd supplemental jurisdictiqn over the state law claims alleged in this complaint pursuant to 28
U.S.C.é 1367.

| 4, Many of the acts charged herein occurred in su'bstantial part in this District.
Defendants conducted other substantial business within this District and many Class members
reside within this District; therefore, venue-is proper in this District pursuant to the Investment
Company Act of 1940, as amended, 15 U.S.C. § 80a-43.
- PARTIES
‘ 5 Plaintiff, David Kenerley, is a resident of O’Fallon, Illinois, located in the
Southern District of Hlinois.

6. Defendant, Templeton Fuﬁds, Inc. (“Templeton F imds”), is a Maryland »
corporation with its principal place of business in Fort Lauderdale, Florida. Templeton Funds is
the registrant of the Templeton World Fund (“Templeton World”). Defendant, Templeton
Funds, does business in the State of Illinois. Defendant, Templéton Funds, at all times relevant
herein has promoted, markg:ied, and sold shares to the investing public nationwide including the B
Staté of I]]inoié. Defendant, Templeton Funds, maintains investor relationships nati;)iq.\i-vide
including with shareholders in the State of lllinois. Defendant, Templeton Funds, has signiﬁcant
contacts with shareholders in the Southern District of IHinois and the activities complained of

herein occurred, in whole or part, in the Southemn District of Illinois.




7. Defendant, Templeton Global Advisors Limitéd (“Templeton Fund Manager™), is
a Bahamas corporation with its principal place of business in Lyford Cay, Nassau, Bahamas. The
day-to-day tasks associated with running the business of Templeton World, such as investment
mapagemc?nt, share marketing, distribution, redemption, ﬁnanciél and regulatory reporting, and
custodianship of funds are contracted out since it has no significant number of internal
employees. Defendant Templeton Fund Manager has been contracted to'serve as the investment
manager for the Templeton World Fund. As the investment manager for Templeton World,
Defendant Templeton Fund Manager selects the fund’s investments and operates or suﬁervises
most phases of the fund’s business including the Valuing of the fund’s portfolio securities and the
fund net asset value. Deferiéént Templeton Fund Manager has significant contacts with fund
‘shareholders in the Southern District of Tllinois as a result of its operation and superviéion of
Térﬂpleton World’s i)i;\siness and the aciivities compiained of herein occun;ed, in who].e;r‘ in
part, in the Southern District of Illinois. Defendant Templeton Fund Manager utilizes an
interactive website to communicate With fund shareholders, including those in the Southern
District of Illinois regarding performance of the fund and the investments it manages.

8. At all times relevant herein, Plaintiff David Kenerley has owned and held shares
in the Templeton'W(‘)rld for t};e purpose of long term inv‘esting in international securities.

| PLAINTIFF’S CLASS ACTION ALLEGATIONS

9. The foreign securities purchased by Defendants’ fund for its portfolio are
principally tfaded In securities markets outside of the United States.

10.  Open end mutual funds such as Defendants’ fund have been tremendously

successful in convincing investors such as Plaintiff to hold their fund shares by urging investors




to invest for the long term and by effectively marketing the various advantages of long term
ownership of funds over direct investment including professional management, diversification,.
and liquidity.

11. ‘Shares of open end mutual funds are sold to investors such as Plaintiff at a price
based upbh the net asset value (“NAV”) per share plus abp}icable sales charges. Investors in
shares may redeem their shares at the NAV of the shares less any redemption chargés.

12.  The share prices (NAV) of Defendants® mutual funds are set by deducting the
' fund liabilities from the total assets of the portfolio and then dividing by the number of
outstanding shares. |

13. Because thésﬁales and redemption prices are based upon NAV, which in turn
depends upon the fluctuating value of fhe fund’s underlying portfolio of securities, befendaﬁts
.‘;écalculate the fund net asse‘t.gvalue every business day. Defendants set the fund share pﬁcé
~ (NAV) once every business day at the close of tradiné on the New York Stock Exc‘:hang‘e'at 4:00
.p.m. Eastern Time. The NAV of the shares is repdrted by Defendants to the Natiofxal
}Association;;f éecuriiies Dealers (NASD) for public distribution.

14. In valuing their fund’s underlying assets for purposes of setting the NAV,
Defendants use the last trade_price in the home market of each of the securities in its portfolio. A-
significant portion of the securities in the Defendants’ fund portfolio are foreign securities. The
home markets for such foreign securities include London, Parnis, Frankfurt, Mos;:ow, Singapore,
Kuala Lumpur, Hong Kong, Taipei, Tokyo and Sydney. These markets are located in time zones
that are 5 hours to 15 hours ahead of Eastern Standard Time.

15, Studies of world financial markets have established associations between the




value changes among various markets. There is a positive correlation between value movements
in the United States market and value movements in foreign markets. If the United Staies market
experiences an upward movement in values, it can be predicted that Asian markets will move
upward once frading begins their next day. The same upward movement can be predicted for
European markets once trading begins their next day. Similarly, if the United States market
experiences a downward movement in values, it can be predicted that Asian and European
markets will move downward once trading begins their next days. Because of these poéitive
correlations, the closing prices of the foreign securities in the underlying portfolio may not reflect
cﬁrrent market values at the time Defendants set their fund NAV. Appropriate adjustments need
to be made to the closing piﬁes of the foreign securities in order to reflect current market values.
Despite knowledge of -the United States market result, continuoﬁs trading: of time world equity |
indexes, *ADRs, foreign currency fuiures markets, and the correlations between the value of the
fund’s securities apd these benchmarks,.Defendants dé not make any value adjﬁstment to the
portfolio’s foreign securities prior to calculating fund NAV and setting share price every business
day.

16. The positive correlation between the upward or downward rﬁove_ment of value in
the Uni#ed AStates market and subsequent movements in foreign markets around the world 1s
bét@;én 0.7 and 0.8. A value of 0.0 equates to absolutely no c-orrelation between value
movements in United States markets and subsequent movements in foreign markets. A value of
1.0 equates to an absolute correla;ion between value movements in United States markets and

subsequent value movements in foreign markets.

7. Studies of world financial markets demonstrate that the greater the percentage




increase or decrease in the value of United States markets, the more likely foreign markets will
- post corresponding value movements on subsequent days. The probability that the value
movements of foreign markets will follow the previous day’s value movements in United States
market_s i; directly c'orrelat:ed‘ with the degree or extent ovf» the _yglue movement of United States
markets. |
18.  Because many of the home markets for the foreign securities in the Defendants’
asset portfolio last traded hours before the setting of the fund NAV at 4:00 p.m. Eastern, the
plosing prices used to calculate the NAV of Defendants’ fund are stale and do riot reflect price )
relevant information available subsequent to the foreign securities’ last trades that will affect the
value of such security. R
| 19.  During the interval that elapsés between the“time that ]jefendants set the fund
ﬂ share \IAV (and release it to the NASD for corﬁmunication to the public) on coﬁsecutive d;ys,
t};e securities markéis in Australia, Japan, Taiwan, Hong Kong, 'Malaysia, Siﬁgapore, Rus-sia," B
‘Germany, France and the United Kingdom have traded for an entire session from open to close.
20. The exchange located in Sydney, Australia observes normal market trading hours
of 10:00 a.m. to 4:00 p.m. local time. Active trading of securities trade(i on this exchange ends,
and closing prices for those securities are posted,‘at 4:00 p.m. local time (2:00 a.m. Eastern time).
When Défendams calculate their fund NAV using closi‘ng pric;:s from this exchange, Defendants
relv upon closing prices for securities tradéd on this exchange that have been static for 14 hours.
21. The exchange located in Tokyo, Japan observes normal trading hours of 9:00 a.m.
to 3:00 p.m. local time. Active trading ofvsecurities traded on this exchange ends, and closing

prices for those securities are posted, at 3:00 p.m. local time (2:00 a.m. Eastern time). When




Defendants calculate their fuﬁd NAYV using closing prices from this exchange, Defendants rely
upon closing prices for securities traded on this exchange that have been static for 14 hours.

22, The exchange located in Taipei, Taiwan observes normal trading hours of 9:00
a.m. to 1:30 p.m. local time. Activg trading of securities traded on this. éxchange ends, and
closiﬁg prices for those securities are posted, at 1:30 p.m. locai time (1:30 a.m. Eastern time).
When Defendants calculate their fund NAV using closir.lg prices from this exchange, Defendants
rely upon closing prices for securities traded on this exchange that have been static for 14.5
* hours. -

23. The exchange Jocated in Hong Kong observes normal trading héurs 0f 10:00 a.m.
to 4:00 .p.vm. local time. A;{ive trading of secunties tradgd on this exchange ends, and closing
prices for those securities aré posted, at 4:00 p.m. local time (4:00 a.m. E‘astem tlme) When
Defendﬁms calculate the ﬁlﬁd NAYV using closing prices from this exchéngé, Defendants rely
upon closing prices for securities traded on this exchange that have been stati¢ for 12 hours.

24, The exchange located in Kuala Lumpur, Malaysia observes normal trading hours
of 9:30 a.m. to 5:00 p.m. local time. Active trading of securities traded on this exchange ends,
and closing prices for those securities are posted, at 5:00 p.m. local time (5:00 a.m. Eastern time). A
When Defendants calculate their fund NAV using closing prices from this exchange, Defendants ‘
rely upon closing prices .f;or securities traded on this exchange that have been static for -1 1 hours.

25. The exchange located in Singapore observes normal trading hours of 9:00 a.m. to
5:00 p.m. local time. Active trading of securities traded on this exchange ends, and closing
prices for those securities are posted, at 5:00 p.m. local time (5:00 a.m. Eastern time). When

Defendants calculate their fund NAV using closing prices from this exchange, Defendants rely




upon closing prices for securities traded on this exchange that have been static for 11 hours.

26. The exchange located in Moscow, Russia Qbservés normal trading hours of 12:00
p.m. to 7:00 p.m. local time. Active trading of securities traded on this exchange ends, and
closing prices for those securities are posted, at 7:00 p.m. local time (_1 1:00 a.m. Eastern time).
When Defendants calculate their fund NAV using closing prices frém'this exchange, Defendants |
rely upon clbsing prices for securities traded on this exchange that- have been static for 5 hours.

27.  The exchange loéated in Frankfurt, Germany observes normal trading hours of
9:00 a.m. t6 8:00 p.m. local time. Active trading of securities traded on this éxchange ends, and
closing pri;es for those securities are posted, at 8:00 p.m. local time (2:00 p.m. Eastern time).
When Defendants ca]cu]at; -their fund NAV using closing prices from this exchange, Defendants
rely upon él;)sing prices for seéuﬁ'ties .traded on thié exchange that }{a\;é Seen static for 2 hours. -

| 28. The .exchange loéated n Pl?azl'iis;,‘ Frarllce. obsérves no%ma] trading ;10;1rs 0f 3:00 a.m.
to 5:30 p.m. locél time. Active trading 6f securities traded on this exchange ends, and ciosing
- prices for those securities are posted at; 5:30 p.m. local time (11:30 a.m. Eastern time). When
Defendants calculate their fund NAYV using closing prices from this exchange, Defendants rely
upon closing prices for secpritiés. fraded on this exchange that have been static for 4.5 hours.
29. The exchange located in London, England observes noﬁ‘nal market hours of 8:00

a.m. to 4:30 p.m.;local time. ‘Active trading of securities traded on this exchange endé, and
closing prices for those securities are posted at 4:30 p.m. local time (11:30 a.m. Eastern time).
When Defendants calculate their fund NAV using closing prices from this exchange, Defendants
rely upon closing prices for securities traded on this exchange that have been static for 4.5 hours.

30. A significant portion of the underlying foreign securities in the Defendants’ fund




portfolio are listed on foreign exchanges and trade during each market’s respective sesvsion. The
NAVs set by Defendants do not on a daily basis take into account any price relevant information
thét has become available in thisv2 to 147 hour interval, after the final prices for the underlying
foreign securities have been posted but, prior to the setting of the NAVs. Price relevant
information, such as the continuous trading of world equity market indexes, ADRs and fox;a'ig.gn
currem}; futures ;11arkets impact the valuation of these underlying foreign seﬁ;urities, and is
significant for valuation because the final market prices have become stale and do not reflect the

“current market value of the secunities.

31. By failing to make daily adjustments to the fund NAV based upon positive
correlations between upwi;fd or downward movements in-United States and foreign markets and
by choosing to use stale pricéé m valu-ivng their fund shares and setting their daily NAVs,

" Defendants héve Ae.xposed long term véhareho]ders to market timing traders who regularly
purchase ana redéem Defendants’ shares as part of a profitable trading strategy. The market
timing trading strategy stems. from the ability of market timing traders to predict changes in the
NAV. Market timing traders are able to predict changes in the NAV because of the positive
correlations between value movements in United States markets and foreign markets. The stale
price strategy of market l_imers who trade Defendants’ fund shgres is to buy shares on days when
the United Stat‘eAs market moves up and to sell (redeem) shares when the Unite_d States market

~ moves down. In order to derive ma*imum benefit from price relevant information developed

subsequent to the now stale closing prices of the portfolio securities, market timers wait until the
fund deadline for buying or selling (redeeming) shares in Defendants’ fund on any particular

business day. Because Defendants cannot buy or sell the foreign securities in the funds’




underlying portfolio (due to the time difference between New York and the home markets of the
foreign securities) at the time it sets the daily NAV that values the shares it issues and redeems,
the shares that Defendants issue to and redeem from market timers do not reflect current market
prices of the foreign securities held by the fund. |

32. » Due to the usé of stale prices by Defendants in valuing the fund shares, market
timers who buy Defendants’ fund shares on days when the United States market moves up are
buying discountéd shares at the expense of other fund shareholders because the fund’s underlying
foreign securities asséts are undervalued as 6f the time of the share puréhase.

33.  Due to the use of stale prices by Defendants in valuing their fund shares, market
timers who sell (redeém) I;éfendants’ fund shares on days when the United States market moves
doxwf{u are selling (re_deeming) sharé:s ata ﬁremium at the expeﬁse of other fuﬁd shgrehéldérs
becausé the underlying foreign secui;ities ass.ets are overvalued as ofthé time of the share sale
(redefhption). -

34.  Shares:in Défendants’ funds can be traded, either by purchase or redem.ption, only
once a day at 4:00 p.m. Eastemn Tixﬁe.

35. The excess profits that are obtained by market timing traders’ vtaking advantage 6f
the stale prici_ng of Defendants’ f_und shares come at the expense qf fellow shareholders who are
non-trading long term buy and hold investors. The transfer on wealth from the non-trading long
term buy and ﬁo]d sﬁareholdérs to the market timers trading Defendants’ fund shares occurs
through dilution.

36. Market timing traders pay cash to Defendants’ fund when they purchase

discounted shares. Market timing traders receive cash from Defendants’ fund when they sell
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(redeem) their shares at a premium. Defendants’ fund NAV is diluted in both instances. When
market timing traders are able to buy shares at a discouﬁt, Defendants’ fund assets suffer dilution
because the cash received by the fund for each of the shares purchased is less than the per share
value of the underlying foreig_n securities due to the stale pricing method utilized by Defendants.
Likewise, when market timing traders are able to sell (redeem) shares at a premium, Defendants’
fund assets suffer dilution because the cash paid out by the fund for each of the shares redeemed
is greater than the per share value of the underlying securities, again due to the stale pricing
method utilized by Defendéms. In both instances, when Defendants receive less cash When
issuing and pay out mofe cash when redeeming market timing trader shares than supported by the
value of their underlying f;;eign securities, the result is a dilution of the Defendants fund’s cash.
Because the cash held by thé f‘tind 1s one of the assets that are valued in setting the ‘daily fund
NAV, it follows that the diluted fund césh position causc;s the fund NAV to be Ailuted as well.
Dué to the stale pricing ﬁtilized by De‘fendarf‘ns, long term buy and hold shareholders have
incurred a dilution in the NAV of their shares and the wealth represented by that diluted amount
has been transferred to market timing traders.

37. By failing to make daily adjustments based upon the correlations between upward
and downward movements in United State; and foreign markets, world equity index trading;
ADRs, foreign currency futures and by choosing to use stale prices in valuing the underlying
foreign securities that are used in s;etting their fund’s daily NAV, Defendants give market timing
traders the opportunity (o earn vastly higher returns at no aaditiona] risk. Un]ike other market
timing based trading, market timers who trade Defendants’ fund shares do not have to look into

the future to time their purchases and redemptions of shares. Rather, they have the luxury of
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being able to look backwards because Defendants’ share pricing fails to adjust for recognized
positive correlations and usesi stale prices in valuing its underlying portfolio securities.

38.  Because it is such an attractive low risk trading vehicle to market timers,
Defendants’ fund experiences increased trading and transaction costs, disruption of plarmed
investment strategies, forced and unplanned portfolio tuméver (including the liquidation of
investments to meet market timer redemp;tion requests), lost opportunity costs and asset swings
that negatively impact fund operations, performance and the ability of the fund to provide a
maximized retur'n. to lorig term shareholders.

3.9. Plaintiff brings this complaint as a class action against Defendants Templeton
Funds and Templeton Fun‘gi'Manager and pursuant to Rule 23 of the Federal Rules of Civil'
Procedure individually and oﬁ behalf of a class of all persons in thé United Statéé who have held
shares of Templeton World for more than 14‘days from the date of purchase to fhe dat'e of sale

_(redemption) or exchange (“long term shareholders”). Excluded from the Class are Deféndants, :
any parent, subsidiary, affiliate, or controlled person of Defendants, as well as the officers, -
directors, agents, servants or employees of Defendants, and the immediate family members of

any such person. Also excluded is any judge who may preside over this case.

40. Plaintiff is a member of the Class and will fairly and adequately assert and protect '

the interests oft-he Class. The interest of the Plaintiff 1s coincident with, and not antagonistic to,
those of other members of the Class. Plaintiff has retained attorneys who are experienced in -
_class action litigation.
41. Members of the Class are so numerous that joinder of all members is

impracticable.



-

42.  Common questions of law or fact predominate over any questions affecting only
individual members of the Class. Common questions include, but are not limited to, the

following:

a. whether Defendants failed to properly evaluate on a daily basis whether a
significant event affecting the value of Templeton World’s portfolio of
securities had occurred after the foreign home markets for such securities
had closed but before the fund’s NAV calculation and share price setting;

b. whether Defendants failed to properly implement Templeton World’s
portfolio valuation and share pricing policies and procedures making daily
adjustments based upon United States market results and recognized
positive correlations between upward movements in United States and
foreign markets in the valuation of the fund’s portfolio securities prior to
the calculation of the fund NAV and setting of the share price,

c. whether Defendants failed to properly implement Templeton World’s
portfolio valuation and share pricing policies and procédures making daily
adjustments to stale closing prices of the underlying portfolio securities

"~ -before the fund’s NAV calculation and share price setting;

d. whether Defendants failed to properly implement Templeton World’s
portfolio valuation and share pricing policies so as to require the use of
fair value pricing to value portfolio secunties and fund NAV and share

- . prices when closing prices of portfolio securities did not reflect their
market values;

€. whether Defendants failed to protect Templeton World’s long term
shareholders from market timing traders who use fund shares as a trading
vehicle to eamn profits at the expense of Jong term shareholders because of
defendants’ failure to make daily adjustments, based upon known United
States market results and recognized positive correlations between upward
movements in United States and foreign markets, prior to the daily
calculation of the fund NAV and the setting of share prices as well as their
use of stale prices in the valuation of the fund’s portfolio securities prior to
the daily calculation of the fund NAV and the selting of share prices;

f. whether Defendants breached the duties they owed to Plaintiff and the
Class;

whether Plaintiff and the Class have been damaged and, if so,

uQ




h. the extent of such damages.
43.  The prosecution of separate actions by individual members of the Class would

create a risk of:

a inconsistent or varying adjudications with reépect to individual members .
of the Class; and

b. adjudication with respect to individual 1"nembers- of the Class, which
would, as a practical matter, be dispositive of the interests of other
members not parties to the adjudication or substantially impair or impede
their ability to protect their interest.

44.  The class action method is appropriate for the fair and efﬁcieht prosecution of this
action. _

45.  Individual litigation of all claims, which might be brought by all.Class members.
would produce a multiplicity of cases so that the judicial system would be congested for years. -
Class treatment, by contrast, provides manageable judicial treatment ca]culéted to bring arapid
conclusion to all litigation of all claims arising from the conduct of the Defendants.

| . | éOUNTI

Plaintiff David Kenerley individually and on behalf of all others similarly sitﬁated, by and

through his undersigned counsel, and for Count I of his Complaint for violation of Section 36(a) -

" of the Investment Company Act,’15 U.S.C. 80a-35(a) against Defendants Templeton Funds and
Tehpleton Fund Manager for violation of Section 36(a) of the Investment Company Act of 1940,
as amended, 15 U.S.C. 80a-35(a), states as follows:

46. Plaintiff repeats and incorporates by reference paragraphs 1 through 45 as if fully

set forth herein.




47. Defendant Templeton Funds operates Templeton World as an open end mutual
fund with the stated goal of providing long term capital growth to investors who hold shares of
the fund. The fund expressly states in its prospectus that it seeks to aghieve its inve§tment goal
through a pﬁlicy of investing in stocks and debt obligations of companies outside of the United
.States. ‘ |

48.  Defendant Templeton Fund Manager serves as the investment manager for
Templéton World. Defendant Templeton Fund Manager provides, among other things, portfolio
management services and selects the securities for Templeton World to buy, hold or sell.
Templeton World pays De;”éndant Templeton Fund Manager set fees based on the percentage of
assets under maﬁagement for managing Templeton Worl&’s assets. Defendant Terﬁpleton Fund

Manager’s compensation and management of the Templeton World are required to be reviewed

and approved by Defendant Liberty Fund’s board of trustees.

49. At all times relevant hereto, Plaintiff David Kenerley has held shares in -
Templeton World.
50.  Inundertaking their role as investment managers for the fund and in return for a

fee paid by investors, Defendants directly or impliedly held themselves out as skilled specialists
in the field of investment management, possessing the knowledge, skill and care ordinarily used
by reasonably well-qualified members of their profession.

51. At all times relevaﬁt hereto, Defendants had a fiduciary duty to exercise the
degree of knowledge, skill and care ordinarily used by reasonably well-qualified members of

their profession.




52. At all times relevant herein, Defendants had a duty when valuing the fund’s
securities and determining daily NAV to utilize accurate current market values for such securities
in order to avoid dilution in the value of long term shareholders’ holdings.

53.  Defendants breached their duties of due care owed to Plaintiff David Kenerley and
similarly situated shareholders of the Templeton World by, inter alia:

a. failing to properly evaluate on a daily basis whether a significant event
affecting the value of Templeton World’s portfolio of securities had
occurred after the foreign trading markets for such securities had closed

~ but before Defendants calculated NAV and share prices;

b. failing to implement Templeton World’s portfolio valuation and share
pricing policies and procedures; and

c. a]lo;ing portfolio valuation.and share pricing policies and procedures
which benefited market timing traders of Templeton World’s shares at the
expense of long term shareholders.

54. As a-direct and pros(imate result oftﬁe Defendants’ breach of their du‘ties,v Plaintiff
and the Class have suffered damages in the amount to ‘be‘ proven at tﬁa], including all
compensatory darﬁages. punitive damages, attorneys’ fees and costs.

WHEREFORE, Plaintiff and the Class pray that the Court enter judgment in their favor
and against Tempic_aton Funds and Tgmpleton Fund Manager, as follows:t‘

A. Ordering that this action be maintained asa class gclion purs‘uant to Rule

23 of the Feder.a] Rulés of Civil Procedure and thé following Cléss be certified:

All persons in the United States who held shares in the Templeton

World for a period of more than 14 days before redeeming or
exchanging them; o
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B. Awarding Plaintiff and the Class compensatory damages, prejudgment
interest, costs of suits, punitive damages and attorneys’ fees for an amount representing the
damages caused by Defendants’ breach of their duties.

PLAINTIFF DEMANDS TRIAL BY JURY
COUNTII

Plaintiff Davia Kenerley iqdividualfy and on behalf of all others similarly situated, by 2;.nd

through his undersigned counsel, and for Count IT of his Complaint for common law negligence
| agaihst Defendants Temp’letdn Funds and Templeton Fund Manager, states as follows:

55.  Plaintiff repeats and incorporates by reference paragraphs 1 thfough 54 as if fully
set forth herein. h

56.  Atall times relevant herein, Defendants had a duty when vaiuiﬁg,the funds’
securities and determining daily NAV to utilize acéurate current market values for such .sécuri‘ties
i“nvoArvder to avoid dilution in the value of long term shareholders’ holdiﬁgs. .

57.  Defendants breached their duties to Plaintiff David Kenerley and similarly
situated shareholders by, inter alia:

a. fai]i_ng to properly evaluate on a daily basis whether a significant event

affecting the value of Templeton World’s portfolio of securities had
occurred after the foreign trading markets for such securities had closed

but before Defendants calculated NAV and share prices; -

b.  failing to implement Templeton World’s portfolio valuation and share
pricing policies and procedures; and

c. allowing portfolio valuation and share pricing policies and procedures
which benefited market timing traders of Templeton World’s shares at the
expense of long term shareholders.




58. As a direct and proximate result of the Defendants’ breach of their duties, Plaintiff
and the Class have suffered damages in the amount to be provén at trial, including all
compensatory damages and attorneys’ fees and costs.

WHEREFORE, Plaintiff and the Class pray that the Court enter judgment in their favor
and against Templeton Funds and Templeton Fund Manager as follows:

A. Ordering .that this QEfiqn be maintained as avclass action pursuant to Rule
23 of the Federal Rules of Civil Procedure and the following Class be certified:

All personé in the United States who held shares in the Templeton

World for a period of more than 14 days before redeeming or

exchanging them;

B. Awéding Plaintiff and the Class compensatory damages, prejudgment
inferest, costs of suits and aftomeys’ fees for an amount reprc;senting the damagés caused by
.Defendan‘t:;" i)reach of their duties. |
PLAINTIFF DEMANDS TRIAL BY JURY

| COUNT I

Plaintiff David Kenerley individually and on behalf of all others similarly situated, by and
through his undersigned counsel, and for Count IlI of his Complaint for com;non law gross
negligence against Defendants Templeton Funds and Templeton Fund Manager states as follows:

59. Plaintiff repeats and incorporates by reference paragraphs 1 through 38 as if fully

set forth herein.

60. Af all times relevant herein, Defendants had a duty when valuing the fund’s

securities and determining daily NAV to utilize accurate current market values for such securities

in order to avoid dilution in the value of long term shareholders™ holdings.
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61.  Defendants knew, or were negligent in not knowing, that the closing prices for the
foreign securities held by the Templeton World Fund and used by Defendants to calculate NAV
for said funds did not represent current market value because, inter alia, those prices did not

reflect changes in the fund’s securities which oceurred after the exchanges on which those
foreign securities trade closed and before De'fendants calculated NAV and share prices.

62.  With conscious disregard ar;d utter indifference for Plaintiff’s investment,
Defendants willfully and wantonly breached their duties to Plaintiff and similarly situated

shareholders by inter ahia:

a. failing to know and implement applicable rules and regulations concerning
the salculation of NAV;
b. failing to properly evaluate on a daily basis whether a significant event

affecting the value of Templeton World’s portfolio of securities had
. occurred after the foreign trading markets for such securities had closed
but before Defendants calculated NAV and share prices;

c,l - failing to implement Templeton World’s portfolio valuation and share
pricing policies and procedures; and

d. allowing portfolio valuation and share pricing policies and procedures
which benefited market timing traders of Templeton World’s shares at the
expense of long term sharehoelders.

63.  As adirect and proximate result of the Defendants’ breach of their duties, Plaintiff
and the Class have suffered damages in the amount to be proven at trial, including all
compensatory damages, punitive damages, attorneys’ fees and costs.

WHEREFORE, Plaintiff and the Class pray that the Court enter judgment in their favor

and against Templeton Funds and Templeton Fund Manager as follows:

Al Ordering that this action be maintained as a class action pursuant to Rule




23 of the Federal Rules of Civil Procedure and the following Class be certified:

All persons in the United States who held shares in the Templeton

World for a period of more than 14 days before redeeming or

exchanging them;

B. Awarding Plaintiff and the Class compensatory damages, prejudgment
interest, costs of suits, punitive damages and attorneys’ fees for an amount representing the

damages caused by Defendants’ breach of their duties.

PLAINTIFF DEMANDS TRIAL BY JURY

Respectfully submitted,
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